GOVERNMENT ENYIT!!S

-=DEPARTMENT OF THE TREAsmm
5 »jERNAL REVENUE SERVlcmwm

TAX&EX!MPT AND
blvns ow

= .Employer, ,ldentiﬁqq'tion'Number:,__'i

A F . .
o _' ’Dear Applxcant

We have considered your appllcatlon for recognition of exernptlon from federal moome tax
_ under-section 501 @ of the: lntemalhevenue Code as an organization descnbed in section -:

- 1501 (c)(3). :Based on the information; submitted, we have concluded that you do not quahfy for
. uexemptxon under thaf section The basls for our oonolusaon s set forfh below

- faw. Your Articlés of lnoorporation state'that you were formed: for, the'purpase of providing-

- -housing:on a.mutual .ownership. basrs You fited your Form 1023Appliwnon for Reoognftlon of
'Exemptnon on ;

3 Your by-laws prowde that any quallf ed natural person approved-.by the Board of Drrectors

shall be eligible for, ‘membership.: Members shall consist of all qUahﬁed persons, or thelr

‘suceessors, who have besn- approved by the Board of Directors and have paid for their
,memberehnp and recsived: membershlp certificates. If a member désires.to relinquish his or har -

o “Unit, you-have the first optlon to purchase the membership; jfyou do. hot-exeruse your option to R

purchase the membership, the- member -may sell his or her- membership Upon the death of a
member his or her membership’ may pass.by.will or mtestate drstnbu’aon toa member of the -
xmmednate family.  If |t does not, yoit have the first right and opﬁon to purchase the membershnp

In your apphwhon you state that your area housmg oooperatlve consastmg of Junits.

: Your primary, function is to- provide housing on a non—prof t bas:s to your members. The - - . .,
= ';Handbook -—ﬁ states that you are responsible for the maintenance -
- of the grounds and building exterior. ;

also-perform repairs and maintenance inside the:
' _"buddmgs Your financial support nmanly from monthly member camying charges.
apanyin your apph@t i isa.handbook that you d!stnbute 1o new members tmed

'addresses *matters affecting z:an'ymg charges,” in which it ls stated:

FILE

: «Cinciong

.One section of that handbook ..

' Youwere organized on; _ asa not—for-proﬁt corporatnon under_ : el




S
.8

- -

DN

neighbors provide the. furids necessary.to meet the budget for the cooperative which. .

has béen submitted t67and has been appraved by the [Fedéral Hotising :

- .Administration.: Thesg.thonthly. camying charges will pay the mortgage charges, real.”,. ",
estate:and other taxes, the cost of administration, operation and maintenance.of the - " -
-development. ;Just as in‘any other business corporation, costs and expsnses may: v . . .
Htime.“Youwill note, therefore, that the Occupancy'Agreernent .. .
~provides for an:annuz review of the camrying charges which may-changeas - . '« - :

.. change fromtimetotime..

io. - conditions require. Excéss:finds may be retumed to members in the form of - B
.. “patronage refunds or.reducéd:monthly charges. - -~ = . - S

receipts will bé-accumbllated to protect the cooperative aid its membears againét.”
emergencies. el E Dot s

3

“tisto be noted .'thét‘as,"jé reéidéht-owner. in a‘dt:);oberativ’én fr_jéfpo}aﬁg)n.you may.déduét‘;:.-‘.-, )

L. .. from yout: _

. nd morigage intérest paid by:the corparation. These are the same deductions -+ "%
i - -allowad to private:homeiowners and constitute one of the major financialadvantages- " *
Sy of cooperative ownership. “Your.cooperative corporation. will.give you the applicable’ T

“information annually.. .
. - y . )
}

, .'grganiz@.-fgnd operated exclusively for charitable purposes. ;.. -

L Section 1.501(c)3)-1(a)(1) of the income Tax Regulations (tfie "regulations”) provides thiat. e

in.order to'be.exe

mpt as an organization described in sectjonfﬁs_;O}j‘.(c)@):;én organization’ must:

be both organized and operated:exclusively: for one or more of the urposes specified in such-

e M o B

section. -

: gxalusively for one-or mare exempt purpases only if its articles of organization (a) fimit the,

‘ . Section 1.501(c)(3}-1(b)(4) of the regulations provides that an organization is not ‘
f adrganized exclusively for one, or-more exempt purposes unless its assets-are dedicated-to an .

rexempt purpose. An organizatio

for example, if, upon dissclution; siich assets would, by reason of a provision of the . . . .

( o . N "

: :organization’s articles or, by-operation of law, be distributed for one or more exempt pqrposes;idf-‘ i
" 1 the Federal government; or.to a State. orlocal govemmerit, for a public purpose, or would .be -

distributed by a court to ancther organizatién to be used in such manner as in the judgment of
the court will best accomplish. the.gerieral purposes. for which the dissoived organization was’
organized. . RN s , L

“The éaﬂ'yif!g. c“’afges p;ud by:the individual-méinbiér tqgeﬂig;rl Wity those of his : L ok

' In addition to rioral expenseifems, your cooperafive will also maintain reserve, . - -
' funds for your protéction-in theifuture. A General Operating Reserve of 3% of all .:

annual taxablé income your proportionate share of the real estate taxes . >, . -

. éédjon;501(c)(3) of the C,bde‘éxerhﬁts from federal.incbrﬁq;fégc:fé('génizaﬁons thatare - e

" Seition 1.501(c)3)k1{b)(1)() 6 the-régutations provides:that ar¥ piganization is organized - .
‘burposes of such organization-to-one brmore exempt purposes; and-(b) do'not expressly © i 7. T

e _.';qmpower the organization.to engagé; otherwise than as an insubstantial part of its activities;in .~
", activities which in themselves.are nét in furtherance of one or,more exempt purposes. |

V's assets will be considered-dedicated to an exempt purpose, : 4' o




. , Sectxon 1501(c)(3)—1 (c)(1) of the regulabons prowdes that an orgamzatnon will be

T regarded as "operated. excluswely" for one o more exempt purposes only if it. engages. pnmanly
i in activities which accomplish-one.or more of such exempt purposes, specrf ed in section -

501 {c)(3). -An organization ‘willinot be.so regarded.if more. than an Insubstantval part.of rts

act;vmes is not in furtheran of’ an-exempt purpose, : st .

4 "Section 1 501(c)(3)—1 (c)(2) ot.the regulations, prowdes that an orgamzatxon is not operated
o exdusrvely for one or moreiexempt purposes if its net eamlngs |nure in whole arin, part fo the
¢ ‘benef't of private, shareholders or: mduvnduals : .

-Section 1.501(a)1 (c) of the regulatnons provides that thewords pnvate sharehdider or

Y Iindrvrdual" in section 501.refer;to persons bavmg a personal and: pnvate interest i in the actrvmes'
R |of the organization. . - * . _

Sectnon 1 501 (c)(3)-1 (d)(1)(u) of the regulations prowdes that an orgamzahon Is not
: organlzed or operated exclusively for one or more exempt purposes unless it serves a publi¢ -,

“irather than a private interest. Thus. to meet the requirements of this subdlvusnon itis neeessary

' +for-an, orgamzatron to establish that it Is- not-organized or operated for’ the: beneﬁt of private . - ;_‘.:

linterests such as dessgnated individuals, the creator or his family, shareholders of the
organtzatxon or.persons: controlled drrectly or mdmactly. by such pnvate fnten%ts

: Section 1.501(c)(3)-* (d)(2) of. the regulabons provndes that the term "d\arltable" is used ln
xsectlon 501(c)(3).in its generally aocepted legal sense. Such term lndudes rellef of the poor e
.and distressed or of the underpnwleged

o

‘Reév:iProc: 96—32 1996—1 CB. 717 sets forth a safe harbor under. whrch orgamzahons that

: \providé: low-income houslng will.bé considered charitable: as:described.i in section’501(c)(3): .

‘because they relieve the poor and distressed. An organlzanonmll be consndered chantable d
o undar sectisn E21(c)(3) # (1) the ‘organization establishes: for: €ach: prqed that (a) at least, 75%

o of the units are’ occupied by residents:-that qualify as Ioqucome' and (b) e:therat least 20% of

the units are" occupied by residents.that also meetthe very.lo vincome-imit for the area or 40" <+ .57

.percent of:the units are occupied by resudents who also do n
jow income limit; (2) the project.is actually occupied by poor'
e housing is affordable.to the charitable beneficaries. Ary organizahon originally. rneetlng the
afe harbor will cantinue to satisfy- the requirements of the- safe harbor if a.resident's income.
i r!oes not exceed 140 percent of the applicable income limit under the safe harbor. If the -

_qeed 120% of the d@rea’s very -

' resident's income: exceeds 140 percent of the qualifying income limit, the organization will' not. - " .
faal to meet the safe harbor-if it rents the next comparable’ non—qualrfymg unit to someone under - .-

the income limits. If the safe.harbor is not satisfied, an organization may demonstrate that it
reheves the poor and distressed by reference to all the surroundlng facts and cnrcumstanoes

Rev:. Rui. 71-395, 1971-2 C.B. 228, describes a cooperative art gallery formed and

) operated by a group of artists-for tfie purpose of exhibiting, renting, and selling: their works. The e

Ve

- ruling concludes that by showing and selling only the works of its members the cooperative
serves their private mterests and thus does; not qualify-for- exempbon as eduahonal even ..

4o

d distressed residents;and (3) . *

¥
S




| thought the exhrbrtron and sale e£ pemtrngs may be an. eduwtronal activrty in other respects '

Rev Rul: 69-175, 1969—1 G. B 149 ‘describes an orgamzatron fon'ned by the parentsof

- i the organization. All control.over: the organization rests in, the parents. : The ryling concludes ... -,

- {that when individuals assodate to provide.cooperative serviges for themselves, they are serving -~ |
a private interest. By providing:bus transportation for school childrer; the ‘Grganization enables Lo
:lthe participating parents to fulfill their individual responstb‘trty of transporting their:childrento " . |
S E ‘$choal. Since the. organization serves a private interest; ut is: not exempt under seotron 501 (c)(3)

. of the Code ' .. ;

i You are a housmg oooperatrve Your purpose is to- prowde housrng to your members. An E
. 'organization that provides- housing will be considered to be organized and operated for
o chantable purposes within. the meaning of section'501(c)(3) ‘of the Code if it can demonstrate
. tthat its.activities provide relief of the poor and distressed or. of the underpnvrleged orifits |
‘dctivities serve to combat community deterioration, lessen the:burdens of govemniment, or -
"r eliminate discrimination and- prejudrce Even if an organrzatron carni demonstrate that.its P
* 1 activities serve a-charitablé purpose, it must also demonstrate that rt serves apublicinterest.. & "
B rather than the private: rnterest of ifs members . : oo

You are not organized, exctusrvely for charitabler purposes because your Articles of

c 'persons who are oonsrdered poor and- drstressed .or that you provrde beneﬁts that serve any
e other chantable purpose M

: You have failed to demonstrate that in providing cooperattve housnng you are operated for
- ja.charitable purpose. There is no'indication that you benefit primarily. the poor and: distressed. -
'as contemplated By Rev. Proc..96:32, supra. Rather, your membershrp is open to "any qualrf' ed .
" natural person .. . approved by the Beard.of Directes.™-Sirse 4 me*ntmrshrp can pass by will, .
- |intestacy; or sale, there is no guarantee that a particular housing unitor a certain number of .
: -»housrng units will become: avarlable to.persons who are poor and dlstressecl Noris there any
.r rndrcatron that your activrtnes serve other chantable purposes t A

You are not operated exclusrvely for a charitable purpose bemuse your net eamings inure -.
~iin partto-your members insofar as they receive the value of their. membershrp upon selling their"

‘ .‘ their taxable income their: proportionate share of the real.estate taxes and mortgage interest - 7.
~ipaid by you, and provides cost:sharing in-the management and maintenance of their-units. In i
. ithat respect, you are similar to the. orgamzatrons described in. Rev. Rul. 71-395, and Rev, Rul

. '69-175 supra, in-which mdrvrduals by working on a.cooperative basis, were able to provrde

.semoes to themseives more oonvement]y and cheaply than- |f they had each purchased such
servtces separately.- . .

e +pupils; attending a pnvate schogl exempt under section 501(c)(3) of the Code. The organrzatlon
.- I'provides bus transportation to and from:the school for- those children.whose parents belongto™ .

L Incarpotation do not indicate that, in providing hotising to your members you necessarily serve

-/ membership. Furthermore, your cooperative structure necessarily, fesulls in you serving the :
' |pnvate interests of your members more than:incidentally: it enables members to deduct from* ', - ¢




' 4 Accordingly, you do potqua rfy for exemphon as an: orgamzatxon desonbed in sectxon - ) :
, 501(0)(3) of the Code and you must ﬁle féderal income tax retums. " -

. l,.'

Contnbutlons to you are not deductlble under seohon 170 of the Code

You have the right.to protest t this ruling if you believe rt is mcorrect To protest, you should
RPN submnt a Statement.of your views to this office, with a full explanatron ‘of yoiir reasoning. ‘This.. ;
} .« istatement; signed by one ‘of your officers, must be submitied within 30 days from the dateef. thns
- i | letter. You alsa have a right to:a conference in this office after:your. statement is submitted. -
o You must request the conferenice, if.you want one, when you file your protest shtement Ifyo
‘N are to berepresented by someone who is not one of your officers, that person will need to fil Ie a
"R« - properpower-of attomey and otherwrsa guahfy under our, Conference and Pracnoes o
- ' Requnrements B RN T ’

©

A lf you do not protest this mlmg ina t:mely manner, it wnll be consldemd by the lntemab
B ..Revenue Service as a failure to exhaust available. admnmstranve remedies. Section 7428(b)(2) ‘
i - of the Code provides, in part, that a declaratory judgement or decree under-this section shaill not
B ! be rssued in any proceedmg unless the Tax Court, the United- States.Court of Federal Clalms or
“the District Court.of the United ‘States for the ‘District of Columbia determmes that the ’
: Lorgamzatxon involved has exhausted admamstratwe remedm‘. ava:lable to it within the lntemal

Revenue Service. :

: lf we:do not hear. from ‘you wsthm 30 days. this ruling: w:ll beoome ﬁnal and a cdpy wnll be
forwarded to the Qhio Tax: Exempt and Govemment Entities (TE/GE):office. Thereafter, any o
i questions about yourfederal income tax status should be.directed to.that office, €ither by callmg S
i 1877-829-5500 (a toll free. number)or: sending correspondence fo: intemal Revenue. Semce '
. ‘TE/GE Customer. Setvica; P.0. Box-2508; Ciricinnati, OH 45201, . The. appropriate State - wE
‘--v;;'Off' c:als will be notified of this actnon in accordance with Code sectron 6104(c)

a. e L - SAfan sending addmonal letters to us with respect to thnscasa vou wnll expedlre ‘fherr fich i
SR receapt by usrng the followmg address : . S

Intemal Revenue Semce
T:EO:RA:T:2
1111 Constitution Ave, N.W.

Washmgton D.C. 20224 .':'E:f'i B e IR e
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. ' - lf you have any questions, please contact the persoR Whiose name aind telephone niifiker
: "are shown in the- headmg of this letter. : SR ,

. CE
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B i’ . i
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| ' “ L

. $inceiely,

(signed) Terrell M. Berkoysky

E " TemsllMiBerdovsky .
z Manager Exempt Organizations

! . : -*Techmml Groupz A

. ‘:
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